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~
Floor ~endment ~th th~ Same T~ru_t

At present, ._tate~~_~tores ~a p .grocery stores

and still make a profit of $2,000,000 a year to help support state and
local government. ~nis measure could erase that profit.

This measure would force the state stores to boost th~ retail ~ine
prices to at least 77 percent ove~ delivered cos~. (The current state
markup is a u~ifo:_~ 45.9 perceat.) Grocers ~¢ould have no such floor on
their markup. They would be free to use a lesser markup, enabling them
to undercut state store p~ices.

Consumers would suffer. Pdght now an estimated 500,000 people---your
constituents--choose to buy their wine at state stores because prites
are lower. They would be forced to pay ~7 cents more for an average
bottle of ~ne, or shift their shopping to grocery stores. Yhat
amounts to a 25 percent increase in prices in state stores ~ith no
similar increase imposed on merchants in the private sector.

The private sector already has 8Z percent of the wine business in
Washington. ~nis could give them the other 18 percent ~ow handled by

state stores.

If the state lost its wine business, it would mean a loss of $4,000,000
a year, or $8,000,000 during the next two-year fiscal period. That
would be $4,000,000 less for the state general fund, and $4,000,000
less for city and county governments. (In addition to $2,000,000 ~
year in profits, the wine sales also pay for $2,000,000 in Board
operating costs that would have to be continued even if the state losts
its wine sales.)

~nis measure ~ould give chain grocers a virtual monopoly on the state
~ine business. A study ~y Dr. Christopher F. False, Agriculture
Economist, sho~s that more than 90 percent of the grocery business in
Seattle is no~¢ controlled by seven grocery firms, including the big
chain operators with out-of-state headquarters. They would seek a
similar share of the ~ne business now handled through state stores.
~ey could advertise and cut prices, two merchandising tools that would

be denied to the state stores-
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7. With the state eliminated as a competitor, the me~chants in the private
sector could raise their prices to whatever the market would ~aar.

8. This measure has a genesis back in 1969 when the wine wholesalers and
retailers pursuaded the legislature to pass the law permitting them to
compete with the state liquor stores on out-of-state wines. These wine
merchants promised greater selection and lower prices. Neither promise
was fulfilled. Prices were not lowered. They were raised. Now,
instead of lowering the prices to compete with the state stores, they
want a law passed to force the state stores to boost their prices and
price themselves out of the market.

9. W-hem a similar forced markup hill was proposed in Montana, the press
chided the wine merchants and asked the legislature to let the state
stores compete and not lock their doors with a "grocer’s protective %
tariff."

IO.

12.

13.

£roposents of this measure say the state, can charge less for it~.wlne
because it carries out both the wholesaling and retailin~ functions,~
whereas in the private sector these functions are handle~ by different
firms. If that were the only reason for the state’s lower prices, then
the cure would be to permit the private sector to carry out both the
wholesale and retail functions, instead of forcln~ the liquor stores to
boost their prices at the expense of the consumers.

The major reason for the higher prices in the private sector is the
fact that they put their markup on top of the state tax at 75 cents a
gallon. They make a profit on the state tax. The state stores do not.
Based on a markup of 33 1/3 percent at the wholesale level and 33 1/3
percent at the retail level, as testified to at a House Revenue
Committee hearing, the private sector’s profit on the state tax amounts
to 58 cents a gallon--25 cents for the wholesalers and 33 cents for the
retailer. The state stores, on the other hand, make no profit on the
state tax. They add the tax at the end of the computat%on, after they
have marked up the wine 45.9 percent on the delivered cost.

Proponents of this measure say the Liquor Board does not provide an
appropriate allocation of expenses between wine and other liquor
products, thus enabling the state stores to sell for less. Price
Waterhouse, Certified Public Accountants, reviewed ~he state Liquor
Board’s books and verified that a reasonable, proportionate share of
state liquor system operational costs are charged against wine sales.

Despite their freedom to advertise, sell on Sunday, and exercise other
merchandise techniques not available ~o state stores, the private sec-
tor with 93 percent of the retail outlets in the state, have been able
to capture only 82 percent of the wine market. That’s because the
state has a more efficient system, enabling it to sell wine cheaper.
The state, with only seven percent of the retail outlets, has 18 per-
cent of the wine business. Now the wine merchants want that other 18
percent, but they don’t want to lower their prices to get it. They are
asking, instead, that the legislature force the state stores to boost
their prices and price themselves out of the market.
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14. This measure is a move to do indirectly what coul~_ noOn.done
directly--force the state out o~ the ~ine busine~.~ ~fhe ~ of this
state consistently hava rejeeted initiatives
the liquor business.                       ~>

15. For the foregoing reasons this proposal should ~{e rg3ected.

~ i-’--

t    .
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A couple¯yearsago I made a mistake ~ .
that I will, apparently, have to live with :-
for the rest of my wine drinking days. [ ¯

". :.ivotedinfavor. of allowin~ the sale o[ ~:’
13~ wines in grocery stores. Only now do I7 :."’

- ~’~ealize what "a terrible mistake that’:. ~.
’ ~ wa~and when I think o£ whata foolish :. "!. "

-~ thing I.did it make~ my blogen David-

’i
thinned blood start to boil. Imagine, I

~ actually believed.the Montana ]i~er
. ~" LU Win e ~ Whole~aler~ ~:Associatton,.when’i~’_7;’.~

" " they begged for my ~’ote to allow wine:-i...’.
: in grocery storeson the premise that,
’: in doing ~o, it would have the etfect of

.! lowering the retail wine prices, in-
, grocery stores, below the Prices O[ the.;.-’.~7;
;.-state owned liquor stores(-.~ ~:.,.~) _.

:!’I .i~ I agree.with ~e wholesalers~ when~!
they say that consm-ners generally
don’t shop around for the best
prices because I usually buy wine in the~ ~.
grocery.;store~ while shopping for other

.~, sLaplesi~:’such as.cheese and
~,Hot .;an~ more !:.AfLer, vreading .in

Montana Standard that the wholesalers
are trying to force the state to raise its

¯wine prices so that they, the,
¯ wholesalers, can make more profits by "

raising the prices of their own wine, I.
have come to a decision. To do my own .....

o part in the fight against higher wine

.]
prices, ole Annie Green Springs breath " "
"is going to start buying wine "~.~
exclusively in the stale liquor stores. "’7:’"

¯ - Isn’t it ironic that the same people’ "
~..who.prom.ised all-~o! us .wine

cheaper ~wine: arc
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.~.t, t’ liquor qtoye ;; inl ameI%~lJn[J g~ctlon

chapter 6/, L~w~. of 1913 ¢.x. s~c,~. -~ last amended by

BE: IT E.NAZ’£ED BY THE Lt:I:£GI,ATJ~E

CR~I~
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HOUSE OF REPRESENTATIVES

Olympia, Washington

BILL ANALYSIS

State liquor st0remarko-ups
Brief Title

Pepresentative Hasti~]s
Sponsor        .,

BILL NO. H~M 586

Comp. Meas.

Status R~venue Committee

Date March 20, 1981

Staff Contact :Lorentson
3-0514

Committee on ~evenue

Consumers can purchase wine from both privately owned retail outlets and
liquor stores operated by the State Liquor Contro! Board. On-the average,
prices charged by state liquor stores apparently are icier than those of com-
petitors.

Claims hav~ been made that the state maintains a price advantage for
the following reasons :

(I) Liquor stores have a distribution cost advantage because the
State Liquor Control Board carries out both the wholesaling and retailing
functions involved in the distribution of wine from producers to final con-
sumers. In the private sector, these functions generally are handled by ~
different firms.

(2) Pricing policies of the State Liquor Control Board do not provide an
appropriate allocation of expenses between wine and other liquor products.
Wine prices are not set at high enough levels to cover a fair share of liquor
board administrativ~ and marketing expenses.

HPM 586 has the objective of reducing price advantages state liquor stores
have over privately owned firms in the marketing ofwine. This ~bjective would
be achieved by setting a minimum mark-up over cost which the state would have
to use in pricing wine. Pricing guidelines proposed by HPM 586 also would apply
to strong beer. The minim~n required mark-up would be determined by the foll~-
ing formula:

Minin~n Mark-up = 77% of (Delivered cost of product to the
state and ~tate gallonage tax)

The choice of the cost base used to determine maxk-ups and the 77% factor
was based on a study of product pricing in the private sector.
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MARCH 17, 1981

1717 136th PI. NE Bellevue, Washington 98005 (206) 747-IOO8

JRV GREENGO AND MEMBERS OF THE

HOUSE REVENUE COMMITTEE

DEAR ~EHBERS OF THE COHH|TTEE=

J WOULD LIKE TO COMHENT ON THE POTENTIAL IMPACT OF RAISING THE ST~,TE

GALLONAGE TAX OH WINED IT IS CURRENTLY ~5~$ AND I UNOERSTAND RAISING IT TO

IS~BEING CONSIDERED,

FIRSTt A WORD ABOUT PAUL TH0~AS WINES. WE AR~ NOT QUITE TWO YEARS OLDt
ONE OF ONLY ABOUT ~ ~[N~RI~S IIN THE STAT~. THE ~INERY PRODUCES1 WHOLESALES1
AND RETA|~S FRUIT AND TABLE WINES IN ~ASHINGTON AND IoAHO= OUR GROSS SALES

ARE CURRENTLY RUNNING ABOUT ~l~001 AND WE ARE PAYING OVER ~2t~ IN STATE

GALLONAGE TAXES ANNUALLY. ~UR EXPENSES CONTINUE TO EXCEED OUR REVENUES. ~E.
ARE ~TILL STRUGGLIN~ F OR THE BEAKEVEN POINT.

THE ~OST IMPORTANT POINTS I CAN HAK~ CONCERNING THE PROPOSAL ARE
qo TAXES ARE A MAJOR OPERATING EXPENSE FOR A S,MALL WINERY= ON A LIST OF

EXPENSESI THE ~ATE GALLONAGE TAX ~LO~F RANKS NUHBER PIVE IN ITS IHP~GT~

MTHE MORTALITY RATE A ON~G ~INERIES IS ~L ~NO~N° I KNO~ OP TWO IN THE LAST
YEAR IN THIS STATE= OUR OWN SURVIVAL GONTINUE~ TO BE PRECARIOUSI AND THIS
TAX AT ITS CURRENT ~ATE IS ALREADY EXCESSIVE..

~= ENOUGH IS ENOUGH= IF WE ~ERE A ~INERY IN CALIFORNIA AND PAYING THEIR
GALLONAGE TAXI OUR ANNUAL TAX BILL WOULD BE ~01 NOT $12~000~ AS IT CURRENTLY

IS BASE~ ON WIN~ SALESe    IF ~ASHINGTON WANTS SHALL BUSINESS TO SURVIVEI ANOI
IN PARTICULARt THIS WINERYI IT MU~T HELP 5MALL BUSINES~ IN ITS |NFANGYt NOT

PUNISH IT. IF ANYTHINGI THE TA~ SHOULD BE SIGNIFICANTLY REOUCEO TO ENCOURAGE
THE INOU~TRY=

~. IN MY OPINION tit IS ERRONEOUS TO THINK THAT THIS TAX IS PAS~ EB. ONTO THE

CONSUMER.    IT IS MORE CORREC~ TO GON~IDER THE TAX A HA~OH COS~ OF DOING

BUSINESSt THAT ISt RUNNING A WINERY IN ~IS STATE= THAT IS THE WAY WE LOOK
AT ITt AND WE ARE VERY

I ~OULD GLADLY APPEAR BEFORE YOUR COMMITTEE TO RESPOND TO YOUR

QUESTION~I BU~ THIS THURSDAY IS VERY UNTIHELY. ~E ONLY HAVE TWO FULL-TIME

EHPLOYE~St AND WE ARE CURRENTLY UNDERGOING A FEDERAL AUDIT AND BOTTLING
~000 BOTTLES or A NEW ~IN£ ON THURSO~Yo

PLEASE KEEP ME INFORHED OF ANY SUBSEQUENT HEARINGS ON THE SUBJECT.

~ESPECTFULLYt

PAUL F. THOHASt III
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WASHINGTON STATE LIQUOR

August 25, 19BO

Mr. Nllliam A. Oohanson
6733 - 39th Avenue S.W.
Seattle, Washington 98136

Dear Mr. Oohanson:

As I explained in my letter of July 29, 1980, the item you mentioned probably was
increased in price because the winery increased itsprice to the Liquor Control
Board.

The State of Washington, or the Liquor Control Board, does not reap a monetary gain,
however, because it adheres to the following procedure:

I. When a winery increases its price, the board takes cognizance of the inventory
of that item on hand, throughout the state system, at the time of the p~ce increase.

2. When the quantity of the item noted by the inventory in l., above, is sold,
sta~ewide, the price of the item is raised, statewide, to reflect the price increase
imposed by the winery.                                           ’

Thus the quantity of merchandise on hand, statewide, at the old, lower purchase price,
is sold at the old, lower, retail price. Customers statewide reap the benefit of
being able to buy the item at the old, lo~er, retail price until the quantity on hand
at the time of the price increase is exhausted.

But, since some stores sell a given item more slowly than other stores, you can ~ee
that there will be some bottles marked at the old retail price which wil] be left
over when the increased price goes into effect. They are remarked to reflect the new
price imposed by the winery. But every such bottle that was marked up in this manner
has been offset somewhere in the statewide system by a bottle that was purchased at
the higher price but was sold at the old, lower price.

Thus it is possible that the bottle you bought was purchased by the Liquor Control
Board at the nmv higher price, but was marked at the old, lower price until such time
as the quantity of the item on hand at the time of the price increase was exhausted,
statewide. Then the increased price went into effect and the bottle was remarked.

If I can be of any further assistance in this matter, please let me know,

LMH :mp

~~ ~,~Sincerely,

Leroy M, Hittle
Board Member

bc: Pedersen
WatBnabe
King
Burkettv
Hanson
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Washington State Liquor Control Board
Olympia, Washington 98504

Attention: Mr. Leroy M. Hittle
Board Member

6733 39th Avenue S.W.
Seattle, Washington 98136
August 7, 1980

Dear Mr. Hittle:

You seem to have missed my point, I am not complaining about
the markup.

~y complaint simply is why should a wine b~ clearly stamped
3.40 then over this stamp another placed, marked $3.75.

If the wine $3.40 is properly marked 45.9% above delivery to the
Board, roughly that is I0% when it is $3.75, thus resulting in a
55.9% markup.

Most stores sell the remaining stock on their shelves at thd
stamped price, then restocking with the higher price.

$3.40 and $3.75 for the same wine is not in my mind exactly cricket
for the Liquor Control Board.

If the wine is 45.9% marked up correct, why is it marked up 55.9%.

Your remark, what brand, is superfluous, it matters not what brand,
it matters the policy marking over the properly marked bottle.
How much extra money you have improperly made with this method.

I still have the tags.

Very truly yours,

William A. Johanson
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